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CREATING VALUE IN THE FIRM
I sometimes ask senior (partner-level) professionals
to estimate what percentage of their current success
they would attribute to their own talents, and what
percentage to the advantages conferred on them by
practicing in the firm they are with. The majority
respond that they think they would be equally suc
cessful at some other firm.
This, of course, does not prove there is no value in
their firms, only that the senior professionals don’t
think there is. Reports of senior professionals in
various disciplines leaving one firm to join another
are frequent. It is tempting to attribute the trend to
disputes about compensation. My own research
suggests something more profound is going on,
however. Put simply, many senior professionals
believe they work for their firms, but their firms do
not work for them.
There is a serious competitive issue here. Firms
have two ways of delivering value to clients. Either
clients obtain the accumulated wisdom and talents
of the specific professional who services their work,
or they obtain this, plus the relevant accumulated
wisdom, experience, and methodologies of the rest
of the firm.
Any firm that can supplement the skills of indi
vidual professionals by bringing to bear its collec
tive experience on each individual client problem is
going to be more valuable in the marketplace. It
therefore behooves every firm to ensure there is
value in the firm itself.

Ways for firms to be valuable
Following are some ways to create value in a firm by
helping individual professionals be more successful
than they would be at a competitor.
□ Provide professionals with the benefit of shared
skills and experiences within the practice group.
□ Back up professionals with investments in

shared tools, methodologies, and research.
□ Facilitate access to the skills of others in differ
ent disciplines.
□ Establish procedures to produce well-trained
junior professionals.
□ Achieve a high level of referrals, cross-selling,
and access to clients.
□ Provide superior support staff and systems,
including technology.
□ Instill a system of supportive, but challenging,
coaching to bring out the best in each profes
sional.
□ Create an emotionally supportive environment.
□ Provide for diversification of personal risk, in
good times and bad.
□ Establish a powerful brand name that makes
marketing easier.
These concepts aren’t new, but it might be worth
while to poll your professionals as to how they think
your firm is delivering on the above (potential) firm
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benefits, and to ask them to rank the benefits they
seek most.

What does it take?
Given the will, it is not difficult to create most of the
benefits listed above. Take, for example, shared
experience within the practice group. To achieve this
requires practice groups that deliver on the potential
for intellectual exchange. Few firms have anything
formal in this area. Practice group meetings usually
involve discussions of marketing and reviews of eco
nomic results and budgets, but rarely substantive
discussions of what individuals have learned that is
valuable to the group. This is easy to change.
I suggest firms organize monthly practice group
meetings in which senior professionals discuss mat
ters of common interest. Aside from the exchange of
experiences, a side benefit of such meetings will be
a greater sense of community in the practice.
A related topic is the development of shared tools,
data banks, methodologies, and a host of other pos
sible practice aids. Firms willing to invest in these
could make it easier for individual partners to prac
tice and serve clients by lowering costs and offering
up-to-date research and speedy response. These
practice support tools would represent the intellec
tual property of the firm, not any individual partner.
There are obvious benefits if senior professionals
have ready access, on behalf of their clients, to the
expertise of others in disciplines outside their own.
This should be possible in any multi-disciplinary
firm, but the test of cooperation is not whether it is
forthcoming when there is billable work to do, but
whether it is there to bounce ideas around and
obtain informal assistance.
Cooperation is often more easily accomplished in
small firms where people know each other well and
interact frequently, than in larger firms with several
offices. The formation of special interest groups
might spur access in larger firms.
Well-trained junior professionals can help the
seniors be successful. So any firm that has a sys
tematic approach to training will have an asset that

senior professionals would find difficult to dupli
cate elsewhere. That would create value in the firm.
The same can be said of superior administrative
staff, up-to-date technology, and well-run support
systems. All can measurably enhance senior profes
sionals’ productivity and ability to render good ser
vice to clients. This again adds value to a firm.

Do brand names have value?
Do professionals succeed more if they are with a
firm that enjoys a good brand name? Obviously,
there is something of value there, especially if the
comparison is between being a member of a brand
name firm and being in a small practice or being
solo. But what about the value of a brand name
when comparing similar-size firms?
What is often misunderstood about the value of
brands is that the value has as much to do with con
sistency as it does with high levels of performance.
Certain consumer brands have value because they
represent a form of quality assurance to the buyer,
who can dependably rely on particular aspects of
performance. So it is with professional service
firms.
It is not enough if the client obtains great service
by catching the right senior professional on a good
day. Brand value is created if, and only if, certain
standards of performance are obtained every time
the client uses the firm’s services. To a real extent,
therefore, a firm name (and hence a firm) will have
value to the extent the firm has procedures to
enforce quality standards.
What is a firm all about?
A group of senior professionals becomes a firm to
the extent that they actually help each other out—
whether in the ways described above or in the innu
merable other small ways that assistance, coopera
tion, support, and mutual encouragement are need
ed. At a minimum, there has to be cohesion on a
personal level. They need to have something in com
mon. At bottom, there has to be a commitment to the
(continued on page 6)
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The Network Partners
Heard, McElroy & Vestal (HMV) is the larger firm
with which Stewart, Bullock & Company has a prac
tice continuation agreement under the HMV
Network Partner program. (See “Your Firm ... to Be
Continued?” in the March Practicing CPA.) As Mr.
Stewart pointed out in the article, small firms often
wonder why a larger firm would be interested in such
an arrangement, and worry about losing their clients
to the larger firm. Let me explain our program.
We realize that small practitioners' concerns
about placing their clients at risk by calling on a
larger firm for assistance have some justification.
So what we are trying to achieve with the HMV
Network Partner program is to establish a relation
ship with small firms to let them know we are a
resource for them and can help them solve a serious
problem. One of the ways we can do the latter is by
entering into the practice continuation agreement
described by Mr. Stewart.
Sometime back, a close friend of mine died sud
denly, and his practice just scattered to the winds.
He had worked hard to build his firm—his main
asset, I believe—and his family received little out of
it. I thought then, that if ever I were in a position to
do something about such situations, I would cer
tainly try. The HMV Network Partner program is an
outgrowth of that experience.
With the type of relationship it encourages, signifi
cant interplay can develop between the two firms. We
do some specialized tax research, for example, and
can be a resource in that area. That alone can be par
ticularly helpful to a small firm during tax season.
We can answer questions; offer consulting assis
tance when the small practitioner is faced with an
unusual situation, a reorganization problem, for
example; or perhaps perform an audit. In his article,
“Success Through a Limited Service Philosophy” in
the June 1989 Practicing CPA, Mr. Stewart men
tioned that his firm does not perform audits. He
refers this service to others.
We appreciate referrals of work that small practi
tioners don’t want to perform. It is an excellent rela
tionship. And what is really important here is that
clients’ needs are being served. Clients can benefit
from services the small firm cannot provide, but
which we can. This is an attraction for us.
HMV has developed a computer network contain
ing a substantial data base and a significant number
of software programs. Subject to licensing and other
laws governing the use of this information and the
programs, Network Partners may soon be allowed
access to this computer network for purposes of ren
dering professional services to clients. Our technical
libraries are also available to them.

HMV will provide staff to assist the Network
Partners when requested and will use their staff,
when appropriate, in joint ventures and engage
ments. Again, all parties stand to realize the benefits
of shared expertise.
In his article in last month’s issue, Mr. Stewart
mentioned cost-effective CPE as another benefit of
the alliance. From time to time, we will engage an
instructor to teach a one- or two-day, in-house CPE
course and will notify our Network Partners so they
can send personnel. If we pay the instructor on a
per-head basis, their personnel pay on the same
basis. If we pay a flat fee, however, they can then
attend at no cost, except for lodging and travel.
As well as their being of the appropriate size to be
an HMV Network Partner, there are geographical
limitations as to where we can enter into a practice
continuation agreement with a small firm. The limit
is probably a 100-mile radius from our office in
Shreveport. This is because in the event the small
practitioner is suddenly disabled, we must either be
able to quickly put someone in his or her office, or
be able to serve the clients from Shreveport.
We are excited about the HMV Network Partner
program and are optimistic about its growth poten
tial. We believe small firms will remain viable as long
as clients’ needs are being met. The expanding
requirements of compliance, education, and capital
have magnified the challenges to small practitioners.
Alliances, such as our program provides, can help
small firms successfully meet those challenges. □
—by Gilbert R. Shanley, Jr., CPA, Heard, McElroy &
Vestal, LLP, Commercial National Tower, 15th Floor,
333 Texas Street, P.O. Box 1607, Shreveport, Louisiana
71165, tel. (318) 429-1525, FAX (318) 429-2070

Dates Set for Small Firm Conference
The AICPA National Small Firm Conference
will be held on June 28-30 at the Omni Hotel at
Charleston Place, Charleston, South Carolina,
and on November 1-3 at Wyndham Paradise
Valley Resort, Scottsdale, Arizona.
Among the sessions will be a time and billing
software “shootout”. This is an opportunity to
compare different time and billing programs
using identical case studies and questions for
compilation (see article on page 4), and to
define your priorities and needs.
For registration information (discount fee
of $495 available until May 31 for Charleston,
and until October 3 for Scottsdale), call the
AICPA meetings and travel department, (201)
938-3232.
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Purchasing Time and Billing Software
(Advice from Vendors)
Are you qualified to advise a prospective client on
how to buy accounting services? Are you more qual
ified than the average client? How did you develop
this competence? Was it through watching clients
make both right and wrong purchasing choices?
Would you then grant this hypothesis: Time and
billing software vendors are uniquely qualified to
offer advice on how to shop their software. Would you
allow they have insights exceeding those of their cus
tomers—insights borne of experience and the often
difficult task of meeting customers’ expectations?
I invited eight of the premier time and billing soft
ware vendors to respond to six questions aimed at
unearthing what their experiences had taught them.
Creative Solutions, CLR Professional Software (for
merly Prentice Hall), CPA Software, Unilink, Network
Systems, and E.F. Haskell responded. I learned much
and I’m sure you will too from their collective wisdom.
These were the questions.
Based on your experience with firms that have
one to ten timekeepers, what
□ Is the most sought after benefit of a T & B system
before purchase?
□ Is the most overlooked benefit of an automated T
& B system?
□ Is the most appreciated benefit of an automated
T & B system after purchase?
□ Are customers’ top three priorities before and, if
changed, after purchase?
□ Are the two most significant changes T & B soft
ware will undergo in the next five years?
□ Advice would you give those considering the pur
chase of T & B software?
The most sought after benefit before purchase
was a speeding up of the process: quicker time gath
ering, quicker billing, quicker collections. One of
the vendors offered this reality check: Frequently
what is sought is a change in partners’ timekeeping,
billing, and collection habits. I would add, sorry
folks, this is not a software problem.
The most overlooked benefit was overwhelmingly
(four out of six, and, believe me, this seemed over
whelming for this question) deemed to be the informa
tion available in the management reports. This permits
analysis of such items as realizations, revenues, profits,
productivity, and adherence to budgets. This raises a
related question: How willing are we to take the time to
benefit from information at our disposal? If we aren’t
willing, this again is not a software problem.
The most appreciated benefit, after purchase, pro
duced no clear winner. Two vendors cited the
increase in chargeable hours and hence revenues,
two named ease of use, and two said it was realizing
Practicing CPA, April 1995

the benefits that had been initially sought.
The vendors surprised me with their responses to
the question on customers’ priorities before and
after purchase. I had anticipated there would be a
shift from short-term concerns to longer-term ones.
But only three vendors saw a significant shift.
Further, only one mentioned cost as a pre-purchase
priority and none mentioned support, either before
or after acquisition.
Priorities identified before purchase included
speeding up the process, ease of data entry, bottom
line increase, efficiency, references, availability of
demonstration software, and price (or benefits out
weighing cost).
After acquisition, some new priorities emerge: flex
ibility, stability of the vendor, responsiveness to cus
tomers via updates, and specific report information.
Five of the vendors predict adaptation to the
Windows platform will be the most significant
change in T & B software over the next five years.
The second most agreed-upon change will be its
evolution into a more encompassing practice man
agement utility with links to other databases, and
enhanced features such as scheduling and due date
monitoring. Also mentioned was the ability to mod
ify software to individual needs.
Here is the vendors’ summary advice to those con
sidering purchase of T & B software:
□ Be specific about your current and future needs
and know which have the highest priorities.
□ Be involved in both the acquisition and imple
mentation of the program. Invest the time.
□ Find a competent person to train. Be willing to
commit to a higher salary if necessary.
□ Accept that the process and the reports, etc., will
change.
□ Look for a seamless conversion if you are chang
ing programs.
□ Try before you buy and check references.
I would like to add a few closing thoughts. The
successful implementation of every software pro
gram depends on the user’s familiarity with it,
commitment to learning it, and ultimate dexteri
ty in using it. Three of these vendors, CLR
Professional Software, CPA Software, and
Network Systems, plus State of the Art will be
featured at the AICPA Small Firm Conference in
June (Charleston) and November (Phoenix).
There they will participate in a half-day software
“shootout” and provide the opportunity for you to
test drive their products in the exhibit hall.
I hope to see you there. □
—by Lawrence R. Lucas, CPA, Lucas Company,
Fifth and Jefferson Streets, P.O. Box 9245, Moscow,
Idaho 83843, tel. (208) 882-9504, FAX (208) 882-9503
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Your Voice in Washington
Conference Calendar
House passes Securities Litigation Reform Act
with veto-proof margin
The Securities Litigation Reform Act, which the
AICPA pushed hard, swept through the House
March 8 on a bipartisan, veto-proof vote of 325 to
99. House passage of the bill, H.R. 1058, is a signif
icant victory for the accounting profession and oth
ers advocating reform of the way the nation’s secu
rities class action lawsuits are conducted.
The bill’s enactment into law would serve as a
powerful shield to accountants from being caught
up as peripheral defendants in meritless sharehold
er suits. While H.R. 1058 pertains only to suits
brought under the securities laws, its enactment—
in conjunction with two other bills passed by the
House—would help curb the litigation epidemic
plaguing the nation.
Following are some of the most important
reforms in H.R. 1058. It
□ Establishes proportionate liability, except in
cases where defendants engaged in “knowing”
securities fraud.
□ Prevents abusive practices by eliminating bounty
payments to plaintiffs, banning payment of
plaintiff referral fees, and limiting “professional
plaintiffs” to five class actions every three years.
□ Creates a safe harbor for forward-looking corpo
rate statements that encourages the voluntary
disclosure of more information to investors.
□ Prohibits the Racketeer Influenced and Corrupt
Organizations (RICO) Act from being used in
civil cases involving securities fraud.
□ Adds the AICPA-backed “Wyden Bill,” which
expands auditors’ responsibilities in reporting
and detecting fraud by basically codifying exist
ing audit literature.
The scene of action now shifts to the Senate,
which has already held hearings on securities litiga
tion reform. While strong, bipartisan support also
exists in the Senate for passage of this legislation,
opponents—most notably consumer advocates and
members of the trial bar—are sure to redouble their
efforts.
The AICPA is already in the Senate trenches fight
ing for enactment of tort reform.

Senate pushes ahead on bill to restore health
care deduction for self-employed individuals
At press time, the Senate was set to act on H.R. 831,
approved earlier by the House, that would restore
the 25 percent tax deduction for the cost of health
insurance premiums paid by self-employed individ
uals. A controversial funding provision in H.R. 831
could slow Senate debate. □

Marketing and Managing a Successful Tax
Practice
May 4—5—Hotel Del Coronado, San Diego, CA
Recommended CPE credit: 16 hours
Strategies for Achieving Work/Life Balance
in the Accounting Workplace
*
May 11—Holiday Inn-Mart Plaza, Chicago, IL
Recommended CPE credit: 7 hours

The CPA and the Older Client
May 11-12—The Buttes Resort, Tempe, AZ
Recommended CPE credit: 16 hours

Tax Strategies for the High Income Individual
May 22-23—Hilton at Walt Disney World,
Orlando, FL
Recommended CPE credit: up to 18 hours
Micro 95: The AICPA Microcomputer
Technology Conference and Exhibition
June 4-7—The Pointe Hilton at South
Mountain, Phoenix, AZ
Recommended CPE credit: up to 26 hours

Spring Tax Division Meeting
*
June 5-7—JW Marriott, Washington, DC
Recommended CPE credit: 8 hours
Investment Planning Conference
*
June 12-13—Chicago Sheraton, Chicago, IL
Recommended CPE credit: 16 hours

Divorce Conference
June 14-16—Sheraton Desert Inn,
Las Vegas, NV
Recommended CPE credit: up to 17 hours
National Accounting and Auditing Advanced
Technical Symposium (NAAATS)
June 26-27—Hyatt Regency, Washington,
DC
July 17-18—Hyatt Regency Crown Center,
Kansas City, MO
Recommended CPE credit: 16 hours
Small Firm Conference
*
June 28-30—Omni Hotel at Charleston
Place, Charleston, SC
Recommended CPE credit: up to 24 hours

To register or for more information, call the
AICPA CPE division, (800) 862-4272.
*For more information, call the AICPA meet
ings and travel department, (201) 938-3232.
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Creating Value in the Firm
(continued from page 2)

firm, so no second thought is given to helping other
professionals, regardless of level, and to doing tasks
that don’t necessarily show up in compensation.
In the final analysis, therefore, a firm is defined by
some sense of common purpose, common
approaches, and shared underlying values. Values,
mission and philosophies are elusive concepts, how
ever. Fortunately, all is not lost. As I have tried to
argue above, there is much that can be done with
practicing groups, technology, support systems, and
joint marketing that can create value. My advice is
to get started on the systems, and if you do a good
job there, the philosophy will follow. □

—by David H. Maister, Maister Associates, Inc.,
P.O. Box 946, Boston, Massachusetts 02117-0946,
tel. (617) 262-5968, FAX (617) 262-7907
Editor’s Note: The above comments are excerpted from
an article that first appeared in the December 1993
issue of the American Lawyer.

The Communication Trap
It is all too easy to fall into the trap of believing that
other people are responsible for 1) sending us clear
messages and 2) understanding messages we send
to them, and that no extra effort is needed on our
part to ensure good communication. For example:
□ The receiver thinks a message is unclear or
incomplete, but believes the sender is delinquent.
The receiver takes no responsibility for further
ing understanding by being empathetic, asking
questions, and offering feedback.
□ The sender believes that sending a message ful
fills the obligation to tell someone something. The
sender takes no responsibility for furthering
understanding by clarifying the message with
examples, and asking for questions and feedback.
Communication would have been improved in the
above example had both receiver and sender not
placed too much of the responsibility for achieving
understanding on the other.
Taking a “I’ll meet you halfway” position does not
usually lead to really effective communication.
Good communicators realize they are active partic
ipants in a two-way process and are willing to go
beyond the halfway mark to reach understanding.
They do this consistently, whether sending or
receiving messages. □
—by Mike McCaffrey, Mike McCaffrey & Associates,
P.O. Box 4101, Laguna Beach, California 92652, tel.
(714) 497-6616

Practicing CPA, April 1995

PCPS Conference Reminder
The Seventeenth Annual Private Companies
Practice Section Conference will be held on
April 29-May 3 at the Scottsdale Princess in
Scottsdale, Arizona.
The flexible format for this year’s program
features extensive educational and recreational
selections allowing you to customize your own
agenda. Concurrent sessions offer special
tracks for intensive education on a broad array
of topics in the following areas:

□ Management of an accounting practice.
Includes adapting services to a changing
market, planning for practice continuity,
financial solutions for funding partner
retirement, and building and managing the
workforce of the future.

□ Technology. Includes LAN alternatives, get
ting the most out of Windows, and hard
ware and software strategies for the ‘90s.
□ Accounting and auditing. Includes common
disclosure deficiencies, governmental account
ing and auditing update, auditing standards
update, FASB update, and business law
update.
□ Tax. Includes tax strategies and asset pro
tection for high-net-worth individuals, inde
pendent contractor vs employee status, tax
issues of business transition and succession,
limited liability companies and partner
ships, and defined benefit plans.
□ Specialty areas. Includes three-step busi
ness consulting, essentials of intermediate
estate planning, litigation service opportuni
ties, and law firm management.

□ Professional issues forums. These are
informal discussions on a broad range of
topics involving technology, marketing and
practice development, staff and families,
practical accounting and auditing, tax, sole
proprietors, and partners.
In addition, the program will provide oppor
tunities to discuss common issues and prob
lems with fellow practitioners at free roundta
bles. Based on the PCPS TEAM meetings,
these sessions will enable you to share practi
cal experiences with your peers.
For registration information, call the AICPA
meetings and travel department, (201) 938-3232.
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Questions for the Speaker
Attending private companies practice section, man
agement of an accounting practice, and small firm
conferences is a great way to share information and
ideas with practitioners from around the country.
Participants can ask questions and find out how
others solve problems and run their practices. The
following questions were addressed to specific
speakers at the above conferences. Some of our for
mer and current editorial advisors respond.

At what size do firms need a marketing director
or someone working full time on practice devel
opment?
Robert L. Israeloff, a Valley Stream, New York,
CPA, responds that in today’s competitive environ
ment, marketing is a necessary requirement for firm
growth. Mr. Israeloff believes every firm should have
a partner-in-charge of marketing/practice develop
ment, and that it will become evident when a mar
keting director is needed.
Often, he says, the partner-in-charge will become
busy with client work and consider marketing
activities less important. Mr. Israeloff cautions,
however, that unless a marketing program is ongo
ing and consistent with the goals of the firm, it will
fail. This is where a marketing director is needed,
he says, to monitor and coordinate the marketing
program.
Other practitioners do suggest a size at which a
firm might consider hiring a marketing director. In
terms of annual revenue this ranges from $1.5 mil
lion to $5 million. In terms of personnel, there
seems to be some agreement that fifteen to twenty
partners and staff is about the right size, unless the
firm has particularly ambitious goals.
Richard A. Berenson, a New York City practition
er, believes a firm’s goals might be the deciding fac
tor. In order to achieve lofty goals, he says, a firm
might find it is necessary to engage a marketing
director.
What should the duties of a marketing director
be, and should there be direct client contact?
Sidney F. Jarrow, an Elmhurst, Illinois, CPA, says
the duties should include developing marketing pro
grams and training partners and staff. Mr. Jarrow
thinks there is no reason for the marketing director
not to have direct client contact.
Mr. Israeloff believes the duties of a marketing
director are limited only by the imagination and
commitment of the firm. Like Mr. Jarrow, he thinks
the marketing director could train partners and
staff to market the firm’s services, be responsible for
developing and implementing a marketing plan,

and, he adds, organize seminars and other special
events.
Mr. Israeloff suggests some other duties for the
marketing director. These could include tracking
new business, writing and editing proposal letters,
newsletters, and articles, handling media relations,
and being the firm’s contact with advertising and
public relations agencies.
What percentage of gross fees should be spent
on marketing?
Most of the responses indicated firms spend 2 per
cent to 3 percent of gross fees on marketing activi
ties. One responding firm spends 3 percent to 4 per
cent.
Mr. Israeloff says the amount spent varies accord
ing to the goals and commitment of the firm. He
believes 2 percent to 3 percent of annual fees is the
typical allocation and suggests two ways to deter
mine how much money to spend:
□ Determine what you would like to accomplish
and the amount of money this would require.
□ Establish the maximum amount of money you
are willing to spend and determine the most
appropriate marketing vehicles for the set dollar
figure.
How do you get referrals?
David A. Werbelow, a Pasadena, California, practi
tioner, finds the best sources of referrals are other
professionals, such as attorneys, stockbrokers, and
insurance agents, and present clients as long as
they don’t perceive you as being too busy to handle
more business. He says a recognized firm specialty
also generates referrals.
Mr. Israeloff adds advertisements, bankers, busi
ness associates, former employees, personal
acquaintances, and business, civic, and charitable
group contacts to Mr. Werbelow’s list of sources. He
says the most important point to remember is that
you must ask for the referral.
Abram J. Serotta, an Augusta, Georgia, CPA, says
referrals should be an important part of a firm’s
overall marketing plan. At Serotta, Maddocks,
Evans & Co., the majority of new clients are
referred by other clients. The firm identifies the
sources of multiple referrals and large, profitable
clients, and thanks them by entertaining them and
giving them extra special service.
Mr. Serotta says another important part of a refer
ral system is to let those who can potentially refer
you business know what types of services you wish
to provide and what types of client you desire. In
fact, Serotta, Maddocks, Evans & Co. will some
times tell its better referral sources to whom specif
ically it would like its name mentioned. □
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□ Proceeds received for the residence and sched
uled (itemized) personal property are treated as a
common pool of funds.
□ No gain is recognized to the extent that the
common pool of funds is reinvested in proper
ty similar or related in service or use to the
original residence or its contents, regardless
of whether replacement contents are sched
uled.

The new guidance reflects a more favorable posi
tion than previously taken by the IRS in that tax

Private Companies Practice Section

□ No gain is recognized on insurance proceeds
received for unscheduled (general) personal
property, regardless of how the proceeds are
used.

AICPA

Last month, the IRS issued Revenue Ruling 95-22,
clarifying the tax treatment of insurance proceeds
received for residences and contents destroyed by
presidentially declared disasters, and the use of
such proceeds. Specifically,

payers are now allowed to defer gain if the insur
ance proceeds are reinvested in a replacement resi
dence and/or any type of replacement property—
scheduled or unscheduled.
This permits taxpayers who suffer from the dev
astating consequences of a disaster loss to replace
the necessities of life before replacing luxury items
of the type which are typically scheduled, such as
jewelry and artwork.
Revenue Ruling 95-22 follows the statutory intent
of Internal Revenue Code section 1033(b), which
was enacted by the Omnibus Budget Reconciliation
Act of 1993.
Copies of the July 1994 edition of the AICPA Disaster
Practice Guide (with an updating addendum) are now
available. The guide includes changes made by the
Omnibus Budget Reconciliation Act of 1993, and is
designed to assist practitioners in dealing with tax
problems that arise when a client is affected by a nat
ural disaster.
To obtain a copy of the practice guide, send a self
addressed, stamped envelope ($2.16 postage for
each guide) to: Disaster Area Practice Guide, AICPA
Tax Division, 1455 Pennsylvania Avenue, NW,
Washington, D.C. 20004-1081. □
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